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Ideas from leading experts in financial planning

Now Is The Time To Buy Level-Term Life Insurance
By Ralph D. Bultman CPA, PFS, CLU
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Treasury Releases Final Regulations
on Adequate Disclosure of Gifts

John Gilbert, CPA/ABV, is a manag
ing director with the Financial Val
uation Group, Inc., Great Falls,
Montana, a Financial Consulting
Group member firm. John summa
rizes the final regulations on the ade
quate disclosure of gifts recently
released by the Treasury. A complete
copy of the final regulations is down
loadable at www.fcglc.com.
4

Overseas Trusts Gain Credibility
j.ben vemazza, cpa, pfs, is an invest
ment adviser, specializing in tax
planning for the last 25 years. In his
article, he reports on the U.S.
Supreme Court’s decision related to
overseas trusts.
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Succession Planning Means
Confronting Fears and Assumptions
Carolyn R. Rodenberg and Lance D.
Woodbury, mediators and facilita
tors with Kennedy and Coe, LLC.
Wichita, Kansas, discuss how CPAs
can assist clients in preparing for
succession planning.
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Does Privacy Goes Out With the
Trash?
Chris Funke, president of Clary
Document Destruction, Minneapo
lis, offers practitioners guidance on
ensuring the confidentiality of client
documents to protect against identi
fy theft and otherfraud. His article is
based on an article first published by
the Minnesota Society of CPAs and
is used with permission.

Ralph D. Bultman CPA, PFS, CLU is
president of Bultman Financial Services,
Inc., Brookfield, Wisconsin (262-7829949 or 800-344-7040). He has more 25
years of experience as a CPA, which
includes administering the plans of the
State Bar of Wisconsin Life and Disabili
ty Insurance. In the following article, he
advises planners to review level-term life
insurance plans with clients in response
to the so-called Triple X regulation being
implemented in many states.

regulation goes into effect. If they cur
rently own term life insurance purchased
several years ago, there is a good chance
they are paying more than necessary.
Planners can guide clients on how
much insurance to buy, how to shop for
new level-term life insurance, and what to
look for in a policy and a life insurance
agent.

How Much Is Enough
Not everyone needs the same amount
of life insurance. Family situations, goals,
debt and income are often used to esti
n January 1, 2000, several states
mate life insurance needs. The chart on
will adopt a new life insurance
regulation called Triple X (The
page 3 is the guide I use in helping clients
determine
what their needs may be.
Valuing Life Insurance Model Regula

tion). All states have Standard Value Life
As clients apply for life insurance, it is
important that they keep any current cov
laws that determine the amounts insurers
need to put aside. State legislatures are
adopting the Triple X regulation in
Continued on page 3
response to their concerns about the
amounts of these reserves.
Many insurance experts believe this
regulation will hurt life insurance con
sumers because it will require life insur
Personal financial planners are sitting
ance companies to maintain larger
pretty. This seems to be the conclusion of
reserves for level-term policies and there
a recent study by Dallas-based Undiscov
fore may require them to charge con
ered Managers Funds, an open-end man
sumers higher premiums.
agement investment company. Predicting
It is important for planners to be aware
an upheaval in the financial advisory
of the potential increase in premiums this
business, the study also predicts that
regulation may cause and when the regu
firms that offer clients comprehensive
lation will be effective in their states.
solutions for their financial needs will be
Triple X is scheduled to go into effect in
“the key gatekeepers and all other organi
Wisconsin on January 1, 2000, but it will
zations will be merely subcontractors.”
not go into effect until January 1, 2001 in
According to the paper, thousands of
Massachusetts. If clients need level-term
small partnerships and proprietorships
life insurance, they should get the desired
offering financial advice were established
coverage as soon as possible. If they are
in response to the needs of the “semihealthy, term life insurance will probably
Continued on page 2
be less expensive than it will be when the
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TRENDWATCH
(continued from page 1)
affluent investors” ($1 million to $10
million in net worth). This growth is
unsustainable: “Cutthroat competition
will replace collegiality among these
organizations in the near future and
push the cost of acquiring clients high
er as the industry matures.”

Larger firms entering the advisory
business can forego short-term profits
to gain value in the long-term, so they
offer a threat to the smaller firms. The
study concludes, however, that smaller
firms can succeed “by providing com
plex and sophisticated services that
meet unique needs of a very small por
tion of the overall market for financial
advice.”

A copy of the study, “The Future of
the Financial Advisory Business and
the Delivery of Advice to the Semi
Affluent Investor,” is available at

www.undiscoveredmanagers.com.
At an all time high are the percent
age of junk bonds with the lowest
ratings given by credit rating agen
cies to companies that are not in
default. Furthermore, the default rate
on these bonds has risen from 4% in
1998 to 6.2% in the last 12 months.
Because of the growth of the lowestrated segment of the market, analysts
warn that default rates are unlikely to
peak before the second half of next
year. Some analysts think that deterio
ration of credit quality is not the only
cause of the increasing default rates.
They attribute it to an extended slump
in oil prices.

Jeffrey Keegan, “Riskiest bonds
now make up more of junk mart than
ever,” Investment Dealer’s Digest,
November 22, 1999, page 7. ♦

Record Number
of PFS Candidates

Treasury Releases Final
Regulations on Adequate
Disclosure of Gifts

ore candidates than ever
before—more than 300—sat
By John Gilbert, CPA/ABV
for the PFS examination on
November 5, 1999. There’s plenty of
he Treasury Department issued
time to prepare for the next PFS exam
final regulations for adequate
on June 23, 2000. (Registration: April
disclosure of gifts. Compliance
24-May 19, 2000). Chances are good
with the regulations is required to start
that you qualify to sit for the exam and
the three-year statute of limitations for
there is ample time to prepare. Why not
redetermining fair market value. The
add to your credentials the only person
regulations adopt, with minor changes,
al financial planning credential that is
proposed regulations published De
exclusively for CPAs?
cember 22, 1998. Treasury has clarified
Detailed information is available in
some of the valuation disclosure
the Personal Financial Specialist Can
requirements to which objections were
didates’ Handbook, which you can
raised in an April 1999 hearing. Among
obtain by calling the AICPA member
the changes is a provision to allow sub
satisfaction center at 888-777-7077 and
mission of an appraisal report as an
asking for product no. G00055PFP.
adequate disclosure of the valuation
Information about the CPA/PFS
issues. If the appraisal reports are to
accreditation is also available on the
satisfy the disclosure requirements,
AICPA Web site (www.aicpa.org).
they must contain some specific com
If you’re uncertain about whether
ponents and the appraisers who issue
your experience qualifies, call 201reports must meet specific minimum
938-3659 to speak with someone who
qualifications.
can help you determine if you meet the
Among other changes are clarifica
experience requirements or write to
tions regarding split gifts of the non
www.pfs@aicpa.org. ♦
donor spouse, transfers to family mem
bers that are not gifts, and a provision
that submission of a trust document
will be adequate disclosure of its terms.
Web Sites—Insurance
Treasury attempted to resolve some
confusion about effective dates for
Insurance Law Links'.
prior gifts by including several exam
www.bricker.com/practice/
ples. ♦

M

T

insurance/links.htm

Among the links provided at this
site are state insurance regulatory
sites, general insurance sites, and
insurance industry trade associa
tions.

State Insurance Commissioners:
A list of state insurance commis
sioners with addresses, fax num
bers and e-mail links is available
at www.clubs.psu.edu/
gamma_iota_sigma/states.html.
Information about insurance regula
tions can also be accessed through

www.411insure.com.
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tion and editorial office: AICPA, Har
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Financial Planning Division.
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Level-Term Life Insurance

agent who represents the companies
with attractive rates.

Continued from page 1
erage in force until the new coverage
has been approved and a policy is
issued. It is a mistake to let any existing
coverage lapse until the medical under
writing has been completed and the
company is prepared to issue a policy at
an acceptable premium rate. Any
change in health during the underwrit
ing process will affect the rating on life
insurance and therefore the amount of
the premium.

Where to Shop
Getting clients life insurance quotes
and purchasing life insurance over the
Internet is now an option. Some sites to
consider visiting are www.quotesmith.com, www.term4sale.com, and
www.ebixi.com. These sites give some
indication of the potential cost, but
unfortunately, they do not ask the
detailed questions asked when a life
insurance application is completed.
A qualified life insurance agent will
help determine the type and level of
coverage needed, explain the different
options available in the policies, and
most importantly, deal with the under
writer in getting the policy issued.
When selecting an agent, choose one
who represents several quality compa
nies. Consider getting quotes over the
Internet and then working with a local

Types of Insurance Contracts
Available
A large number of choices are avail
able when buying term life insurance.
One critical issue to consider is the
length of time the insurance will be need
ed. Factors to consider are the age of
children, the ability of a spouse to earn
an income, and any business or estate
planning needs. (Term life insurance is
seldom recommended for addressing
estate tax planning problems.)
If the need for life insurance protec
tion is very short term, an annual
renewable policy with premiums that
increase slightly each year is probably
suitable. However, if the need is for a
period longer than five years, some
form of term life insurance with a guar
anteed level premium is probably better
and less expensive over the term
desired. The level-term policy options
include premiums guaranteed 5, 10, 15,
20 and even 30 years. The longer the
guarantee period the higher the annual
premium. Therefore, the time horizon
warrants serious consideration.
Although a policy with a slightly
longer guarantee period has higher pre
miums, the higher premiums may be
worth paying in order to keep the cover
age with a guaranteed premium longer.
The extra money paid for a 20-year pol
icy, over and above the cost of the 10-

Family Situation
and Living Style

Guideline Coverage
to Income Ratio

Low mortgage or rent payments, single, no
children living at home, low level of debt,
may have elderly parents to care for.

lx to 3x annual income

Low mortgage or rent payments, no children
income living at home, low level of debt,
surviving spouse will work.

3x to 5x annual income

Moderate mortgage payment, medium level
income of debt, good amount of savings, surviving
spouse will work.

5x to 7x annual income

Young children, new home, significant mortgage
payment, other debt, surviving spouse wants
choice of not working.

7x to 9x annual income
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year policy, helps keep the premium low
in the second 10 years. The policy can
be dropped at any time, and it may also
be possible to reduce the face amount of
a policy if the insured’s need for protec
tion becomes reduced. Because the
level-term market is currently very com
petitive, I generally recommend level
term coverage for family protection.
When comparing level-term life
insurance policies, it is important to
compare policies with similar guaran
tee periods. Some companies have
level-term life insurance policies with
premiums that are guaranteed for only
five years even though they illustrate
projected level premiums for twenty
years. If a company does not guarantee
the price for a 20-year term policy for a
full 20 years, it means that the compa
ny can raise the premium at any time
after the guaranteed period. The pur
chaser should make sure that the policy
has absolutely guaranteed premiums.
Another feature I recommend is that
the policy be convertible to some form
of cash value policy during the guaran
teed period. This will provide an oppor
tunity to convert the coverage to a more
permanent form of life insurance in the
event of a change in the insured’s health.
Remember that the higher the quality of
the convertibility rights the higher the
premium rate will probably be. Keep in
mind also that if the insured’s health
remains excellent, there will probably be
ample opportunity to purchase new life
insurance when needed.
The client should not wait until the
last year of the guarantee period to
check on alternatives. (If a client pur
chased level-term life insurance more
than a few years ago, check out the new
rates. Recently, many companies low
ered rates for very healthy individuals.)

Guarantee Periods
When comparing level-term life insur
ance, always screen out poorly rated life
insurance companies. I recommend an
A.M. Best rating of at least A or prefer
ably A+. Even the higher quality compa
nies offer very competitive rates. An
applicant with significant health issues
may be forced to include some compa
nies with lower ratings in the search.
Continued on page 8
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Overseas Trusts Gain Credibility
By j. ben vernazza, cpa,pfs

Don’t Forget: Free Preconference Workshop

nce considered a shady endeav
on Asset Protection
or, overseas asset protection
trusts have slowly gained cred
Planners can earn two free hours of CPE at a workshop session on the many
ibility. Recently, a U.S. Supreme Courtlegal domestic and foreign techniques for protecting clients assets from being
ruling gave their ethical status a consid
taken by future judgment creditors. The workshop is scheduled for Sunday,
erable boost.
January 9, 2000 from 10:30 a.m. to 12:15 p.m. at the Sheraton New Orleans.
The specific case involved a U.S.Entitled “What You Can Do to Insulate Your Clients From the Litigation Epi
based investment fund (Alliance Bond
demic!” the workshop precedes the PFP Technical Conference scheduled for
Fund) that purchased unsecured notes
January 9-12 at the same location.
from a Mexican holding company
Presenting the conference are two financial planners who are experts on
(Grupo Mexicano de Desarrollo, or
asset protection, Vernon K. Jacobs, CPA, FMLI, and j. ben vernazza, cpa, pfs.
GMD). When GMD missed an interest
For more information or to register call 888-777-7077 or fax 800-870-6611.
payment, Alliance accelerated the
principal and filed a suit for the
amount due in Federal District Court.
liability companies, and limited part
age of slow-moving capital and com
Alliance feared that if GMD became
paratively immobile wealth, we suspect
nerships.
insolvent, it would allocate valuable
For more information, see Grupo
there is absolutely nothing new about
assets to its Mexican creditors, so
Mexicano de Desarrollo S.A. et al. v.
debtors trying to avoid paying their
Alliance requested a preliminary
Alliance Bond Fund Inc. et al. No. 98debts ... or even about their seeking to
injunction to prevent GMD from doing
231 at http://laws.findlaw.com/US/000/
achieve these ends through sophisticat
so. The District Court issued the pre
ed foreign-haven judgment proofing
liminary injunction and ordered re
98-231.html. ♦
strategies [italics added].”
spondents to post bond.
On June 17, 1999, however, in a 5-4
This opinion is now the law of the
land and will prevent plaintiffs from
decision, the Supreme Court ruled that
obtaining preliminary injunctions and
the District Court lacked authority to
New Center for Investment
issue a preliminary injunction prevent
freezing assets before judgment is
Advisory
Services Supports
ing defendants from disposing of assets
passed (unless statutory requirements
CPAs in Financial Planning
pending adjudication of a plaintiff’s
are met.) The general rule that has
emerged from this ruling is that a
claim for money damages.
he Center for Investment Advi
In the minority opinion, Justice
court of equity cannot interfere with a
sory Services is a cluster of
Ginsburg suggested that technological
debtor’s property until a judgment
advances in offshore asset allocation
has been issued fixing the debt. It fol
resources that enables AICPA
members and their firms to get the
lows, then, that this Supreme Court
would create yet more loopholes for
tools, training, resources and relation
case can be used as precedent in
debtors:
issues relating to the effectiveness of
ships they need in order to provide
“Chancery may have refused to issue
investment advisory services to clients
injunctions of this sort simply because
overseas asset-protection trusts. And
for those of us who help manage
All the Center’s offerings are
they were not needed to secure a just
client assets, this legitimization is
intended to enable members to plan
result in an age of slow-moving capital
significant.
and implement investment strategies
and comparatively immobile wealth.
The Supreme Court’s stamp of
without having to become affiliated
Moreover, increasingly sophisticated
with a broker/dealer.
approval does not exempt professionals
foreign-haven judgment proofing strate
For more information about the
from precautions such as due diligence
gies coupled with technology that per
Center and services that are currently
mits the nearly instantaneous transfer of
and calculating solvency to ensure that
no fraudulent transfer or bankruptcy
available, visit the Center’s Web site.
assets abroad, suggests that defendants
laws are being broken. Professionals
Updates to the site will introduce new
may succeed in avoiding meritorious
features. The site can be reached
must also beware of excessive control
claims in ways unimaginable before the
over the trust on the part of a grantor,
through www.aicpa.org, or directly at
merger of law and equity.”
http://investmentadvisory.aicpa.org.
which can render the trust a sham.
Nevertheless, the majority led by
AICPA staff are available to furnish
Assuming these provisions, however,
Justice Scalia concluded that:
more information about the Center’s
overseas asset-protection trusts can join
“Despite the dissent’s allusion to the
programs and services at 1-877-66the ranks of other legal forms of asset
increasing complexities of modern
protection such as corporations, limited
AICPA. ♦
business relations and to the bygone
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Succession Planning Means Confronting Fears and Assumptions
By Carolyn R. Rodenberg and
Lance D. Woodbury

Idon
" ’t have plans for five years
from now—even a year from
now! When I come into the
plant each morning, I figure out the
plan for that day.” This was the
response of an active 65-year old owner
of a multimillion-dollar business in the
Midwest when asked by a trained facil
itator about planning for the future of
his business. For several years, his 40year old daughter and 42-year old son,
both in the business for more than 20
years, and the company’s long-time
accountant had been waiting for the
owner-manager to talk about transi
tions. The family trusts and estate plan
were in place, but the “who and how”
of future business operations was a
topic that was avoided.
The businessman’s children and
CPA had not pressed the subject
because they knew it would be a diffi
cult and emotion-charged conversation
involving personal and family issues.
They were avoiding the conflict, which
is common in family or closely held
businesses, but the fear of possible con
flict often prevents planning. Avoiding
transitional or succession planning,
however, is an almost certain path to
delayed conflict.
Initiation
Since the fear of conflict leads to
silence on the part of family members,
who is going to take the difficult first
step? The CPA may also fear causing
conflict by broaching the subject of suc
cession planning. However, if the CPA
is the company’s primary business con
sultant as well as financial planner, it is
his or her responsibility to overcome
such fears and encourage a client to
begin the planning process. Such an
approach should be objective with the
focus on separating the past from the
present and pointing the business
toward the future.
CPAs are well aware of the poten
tially devastating impact of a lack of
planning. It is a “live volcano”—a dis
aster waiting to happen. An unexpected
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death or disability often results in turn
ing a business’s management over to a
relative or employee whose inexperi
ence and indecision can be debilitating
to the business.
Because the CPA usually has a
close, trusted relationship with the
client, she or he is in an excellent posi
tion to advance the entire planning
process from the initial conversations
through the plan preparation. To be
effective, however, the CPA may need
to be trained in facilitation first. Anoth
er option is to “partner” with a profes
sional facilitator or mediator, with the
CPA sitting on the “same side of the
table” as the clients and advising them.
Looking to the future requires that
people face their fears and assumptions.
A CPA aware of the issues most com
monly encountered can help clients
identify the underlying issues that may
be barriers to effective planning.
Common Fears and Assumptions
The most common fears that keep
family business owners and managers
from dealing with the future include:
■ Lack of future resources.
■ Loss of identity.
■ Loss of control or power.
■ Not being needed.
■ Boredom.
■ Death.
■ Risk.
■ Failure.
The first step in helping the client
deal with the future is to address the
subject, assuring her or him it is per
fectly natural to be apprehensive when
thinking about retirement or changing
roles. The CPA may find it useful to
remind the client that people in similar
circumstances often experience fear of
one or more of the issues listed above.
Once people realize they are not alone
with their fears, tension and anxiety
abate.
To make reasonable and workable
transition plans, it is also necessary to
clarify the client’s assumptions. Unex
pressed assumptions—often mistak
en—cause confusion when planning.
Some assumptions, such as the follow
ing, are frequently wrong:

■ Ownership transition and man
agement transition are the same thing.
■ Men and women work the same
way.
■ Loyalty and commitment mean
the same thing to everyone.
■ Only sons want to—or should—
assume leadership roles.
■ Family members can work with
out competitive compensation.
■ The business will continue to
operate as it has in the past.
■ Only participating family mem
bers want to own business stock.
■ Adult children want to keep the
business going.
■ Parents are still in control.
■ The culture of the business will
not change.
Discussions that confront fears and
clarify assumptions about the transition
generally lead to an understanding that
good planning is required to preserve
the business.
Collaboration
Although the CPA is a business
adviser, he or she need not design the
transition plan. In fact, as the facilitator,
the CPA should ensure that the right
people are involved—family members,
whether or not they participate in the
business, managers, key employees,
and owners—and encourage open, hon
est communication. In a family busi
ness, planning needs to be a collabora
tive process involving all of them; the
best and most lasting decisions are
those created by the people directly
involved.
Even though the interests of these
groups often overlap, their individual
concerns, assumptions, and expecta
tions, as well as their personal and pro
fessional needs, should be explored
during the planning process. Excluding
people can lead to greater misunder
standing and broken relationships,
which only defeats the purpose of the
planning. When adult children and their
spouses are unable to share in the deci
sions that will affect their lives directly,
an otherwise good plan may fail.
Continued on page 6
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Succession Planning
Continued from page 5
Interviewing
The next step for the CPA as facili
tator is to confer with all parties indi
vidually on a confidential basis.
Through such interviews, the CPA can
get a picture of the role each individual
plays in the family or the business.
During the interviews, the CPA facili
tator can help uncover underlying
issues that need to be addressed by
asking the following questions:
■ What are your personal goals
for the next 5, 10, or 15 years?
■ Do your goals for the future
include active participation in the busi
ness?
■ What would you do differently?
■ What is going best with the
business at present?
■ How are decisions made in the
business?
■ How do family members get
along and communicate with each
other?

Facilitation
After the interviews, the issues
needing discussion will be clear. A
confidential family meeting should be
held, on neutral grounds, if possible,
not at the family home or business, the
location of symbols—some invisi
ble—of power, control, and parent
child relationships.
At the meeting, the CPA facilitator
should disclose only authorized infor
mation and establish discussion guide
lines that promote open and honest
communication. The goal of the meet
ing is to have a balanced discussion as
the parties search for common ground
and to create a vision of the company’s
future and the family members’ roles
in this future. To reach this goal, the
CPA facilitator encourages family
members to discuss their hopes and
expectations for themselves and the
business. It is critical that older and
younger generations “stand in the
other’s shoes” for a minute to under
stand each other’s todays and tomor
rows. During the discussions, the fam
ily members may be tempted to avoid
conflict by ignoring or brushing aside

6
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sensitive issues. At this point, avoiding
such issues will only lead to deeper
conflict in the future. Using openended questions beginning with
“How” and “Why” will encourage the
parties to deal directly with informa
tion or subjects that seem unimportant,
embarrassing, or confidential, but that
relate to the transitional planning.
The CPA facilitator must be both
self-aware and aware of others’ feel
ings. It is important to take everything
that occurs as relevant and work with
differences that arise by asking indi
viduals why they hold certain attitudes
or opinions. The facilitator’s primary
task is to acknowledge and validate
individual attitudes, opinions, and per
ceptions. Sometimes all that is
required is a simple “Uhmmm ...” or
nod of the head.
Balancing the power of the various
parties can best be accomplished by
ensuring that each person has an
opportunity to participate. It is appro
priate at times to go around the table
and ask what each person is thinking
or feeling. The CPA facilitator can
encourage less assertive individuals to
participate by asking them to summa
rize or restate what has just been said.
To create a strong future for the
business and further facilitate the dis
cussion, the CPA facilitator may find
that asking the following questions is
beneficial:
■ What’s the best thing that
would happen if we didn’t create this
plan?
■ What’s the worst thing that
would happen if we don’t find agree
ment here?
■ What are your hopes and
dreams about this?
■ What will this lead to in three or
five years’ time?
■ Imagine yourself in the future,
say 10 years from now. What do you
see?
■ How will your children or
grandchildren see this?
The process outlined above is a
good way for families to start talking
to each other in a group setting, which
often is a totally new experience. It
also can develop greater trust among
family members and strengthen rela
tionships. When everyone begins to

“own” the problem, the future can
become clearer or at least a bit less
threatening.
Once agreement is reached about
the transition, the CPA can begin to
create the proper documentation to
assure that future. A well-thought-out
generational transition plan does not
guarantee success of the business, but
lack of a plan does invite failure. ♦

Does Privacy Go Out
With the Trash?
By Chris Funke
nter the words dumpster diving
into any search engine on the
Internet and you will receive a
lengthy list of Web sites dedicated to the
hobby of rooting through the trash in
quest of valuables. Much of this activity
is the innocent claiming of discarded but
still valuable equipment destined for the
landfill. But some divers have a more
nefarious intent—sifting through office
waste to find confidential data, especial
ly security-compromising information.
The results can be devastating.
For dumpster divers in the identity
theft business, a CPA’s trash dumpster
can easily provide all the information
they need to establish phony lines of
credit: clients’ bank account numbers,
Social Security numbers, and copies of
canceled checks. Stolen credit card
numbers enable a thief to order mer
chandise by phone or catalog. All the
thief needs is a birth date and Social
Security number to create false identi
ty papers or establish fake checking
accounts in a client’s name.

E

The CPA’s Responsibility
Surprisingly, some CPAs routinely
place confidential information in the
thrash. The fiduciary responsibility
inherent in the CPA profession oblig
ates all CPAs to ensure the privacy of
their clients’ sensitive information.
Failure to do so exposes the CPA to
breach-of-confidentiality liability.

Identity Fraud
Identify theft is a catchall phrase
meant to define a host of crimes
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involving the theft of personal informa
tion. Some law enforcement officials
call this “the crime of the 21st century,”
as it affects more than half a million
Americans a year. Trans Union, the
third largest credit bureau in the United
States, has revealed a sharp increase in
reports to its fraud division. Complaints
have increased from 300 a month in
1992 to more than 40,000 calls a month
in 1998.

The Law
To complicate matters, the U.S.
Supreme Court has upheld the dump
ster diver’s right to pilfer the trash. In
the case of California v. Greenwood,
484, U.S. 1054, 98 L. Ed. 2nd. 971, 108
S. Ct. 1005, 1988, the Court ruled that
any item placed in the trash is consid
ered in the public domain and no longer
private:
“Our conclusion is that society
would not accept as reasonable [the]
respondent’s claim to any expectation
of privacy in trash left accessible to the
public. It is common knowledge that
garbage is readily accessible to ani
mals, children, scavengers, snoops, and
other members of the public.”

Effect Countermeasures
CPA firms should have policies
regarding the responsible disposal of
sensitive client or internal information.
Several precautions can easily foil the
dumpster diver:
■ A firm that has the exclusive use
of a trash container, should ask the
waste hauler to supply locking trash
dumpsters equipped with metal lids.
This option offers a low level of securi
ty at minimal cost.
■ A more secure option is to
destroy the information before it leaves
the office. Consistent use of an office
paper shredder ensures that sensitive
information is destroyed. Most office
size paper shredders sell for between
$500 and $1,900.
■ An increasingly popular alterna
tive is to outsource the activity to a
shredding service. A document destruc
tion service usually provides locked
cabinets that store documents until a
truck arrives to shred those documents
on the premises (usually in the parking
lot). This alternative minimizes a confi
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dential document’s exposure to poten
tially prying eyes in the office.
The conclusion is obvious. The cost
of having private information become
someone else’s knowledge is not worth
the risk. At a bare minimum, trash con
tainers should be locked to keep the
dumpster diver at bay and a firm’s con
fidential information secure. Better yet,
a firm should hire a document destruc
tion service to shred sensitive informa
tion before it leaves the office. ♦

The ruling responds to the question
of whether the following activities vio
late either Rule 302 or Rule 503: the
provision of contingent fee investment
advisory services or a referral for a
commission, products or service of a
nonclient or nonattest client to the own
ers, officers or employees of an attest
client, or to a nonattest client employee
benefit plan sponsored by an attest
client.
The answer: no, as long as, with
respect to Rule 503, the commission is
disclosed to owners, officers or employ
ees or to the employee benefit plan. An
additional caveat is the practitioner
must also consider the application of
Interpretation 102-2, “Conflicts of
Interest,” and the professional responsi
he AICPA Professional Ethics
bility to clients under Rule 301, “Confi
dential Client.”
Executive Committee has issued
a ruling dealing with commis
Information about other interpreta
sions and contingent fees. The ruling tions
is
of rules of conduct relating to
No. 25 under Rule of Conduct No. 302
investment advisory services are pro
and No. 192 under Rule of Conduct 503.
vided in the box below. ♦

Rulings on Commission
and Contingent Fee
Arrangements

T

Ruling No. 24 under Rule of Conduct 302: Investment
Advisory Services Client Information [ET section 301.01].

Question—A member or member’s firm (“member”) provides
investment advisory services for an attest client for a fee based on
a percentage of the client’s investment portfolio. Would the mem
ber be considered to be in violation of Rule 302, Contingent Fees
[ET section 302.01]?

Answer—Yes. However, the fee would not be contingent upon port
folio performance and, therefore, would not be in violation of rule
302 if all of the following conditions are met:
■ The fee is determined as a specified percentage of the client’s
investment portfolio.
■ The dollar amount of the portfolio on which the fee is based
is determined at the beginning of each quarterly period (or longer
period of time as may be agreed upon) and is adjusted only for addi
tions or withdrawals made by the client during the period.
■ The fee arrangement is not renewed with the client more fre
quently than on a quarterly basis.
When performing such services, the member should also con
sider Rule 101, Independence [ET section 101.01], especially inter
pretation 101-3 [section 101.05].

Interpretation 103 Under Rule of Conduct 101
Practitioners also need to consider rule 101 on independence as
it relates to investment management. Interpretation 101-3 under
Rule of Conduct 101 includes a matrix that helps to clarify the rule.
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Level-Term Life Insurance
Continued from page 3
Underwriting Class
The role of the life insurance agent,
after helping determine the proper
amount of coverage and selecting a
company, is to secure the best possible
underwriting class. This will, of course,
depend on the applicant’s health histo
ry. The many factors considered in the
underwriting process include family
history (for example, cancer or heart
disease), driving record, height- weight
ratio, and blood pressure and choles
terol levels.
The best underwriting class is
reserved for the best risks as determined
by the insurance company’s underwrit
ers. Underwriting guidelines vary from
company to company. Consequently, an
agent representing several companies
can help “shop” for the best possible
premium rating. Recent medical
changes have enabled some medical
underwriting problems to be less of a
concern than in the past. (Because of

health care advances, many heart
patients are much more insurable than
they were just a few years ago.) Smokers
or nicotine users, however, pay substan
tially higher premiums when purchasing
level-term life insurance. Generally, the
best rates are made available only to
insureds who have not smoked for three
or more years.
It is important to keep in mind that
the guaranteed level-term rates are a one
way commitment. The insured can
always “shop” life insurance coverage to
attempt to get lower rates. (One would
want to do this if there has been an
improvement in health, or changes in a
company’s underwriting guidelines.)
The company, however, has guaranteed
the level-term rates for the term of years
selected when the policy is issued.
In today’s insurance market, level
term insurance has never been less
expensive and is an excellent purchase
for persons needing life insurance pro
tection for a specified length of time. If
the Triple X regulation gets implement
ed as scheduled, it is possible that these
rates will increase substantially. ♦

Hurry! There’s Still Time

There’s still time to register for
the PFP Technical Conference
January 10-12, 2000 at the Sher
aton New Orleans. The hot topics
include:
■ Opportunities in Invest
ment Management
■ The Future of Your Prac
tice: What to Do—Sell or
Merge?
■ Estate Planning for Large
Retirement Plans
■ What Clients Really Want
and How to Deliver It.
In addition to these and other
sessions focusing on a range of
personal financial planning and
investment management issues,
there are pre-conference optional
sessions and a free session on
Asset Protection.
You can register by phone.
Call 888-777-7077. ♦
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